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The Bonneville Power Administration invites you to participate in the 2016 combined Integrated

Program Review (IPR) and Capital Investment Review (CIR), which begins June 16. Your input will

inform our spending levels for the next rate period covering fisal years 2018 and 2019.
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process, providing the significant benefit of centralized decisioimaking for capital and expense

spending levels Many of you asked for this change, and | believe the holistic approach will help us

achieve our longterm objectives of maintaining financial strength and cost competitiveness, which
were at the forefront of our recent Focus 2028 discussions.

Thethemesof Focus 2028have informed the capital and expense program funding proposals
outlined in this document, andwe will clearly demonstrate the difficult trade-offs we are making to
keep rates as low as possible, consistent with sound business principles.eBetrade-offs were
informed by a longterm rate trajectory and balanced againshear-term impacts on our ability to
deliver on our mission Further, as we continue to examine our cost structure, we will highlight cost
categories where flexibility over thelong term exists and focus on those areas where we have the
greatest ability to bend the cost curve downward. As well, we will continue to provide context dn
engage in dialogue about thareas of our business where we have less flexibility, due to regtday
requirements, statutory obligations and other externalities.

In addition, we will discussOEA AAOAT T B A e sirategi¢ abjectvés We bré C
incorporating your thoughtful input from the Focus 2028 proces&€ 1 O " 0! 80 +AU 3 O00OAO0A
Initiat ives, which support our five agency prioritiesTheseinitiatives are critical for us to achieve
our long-term objectives and ensure we provide efficient and operationally excellent service for
generations to comeTherefore, we haveprioritized funding for theseinitiatives, which you will

read more about in this publication.

We believethe proposed spending leels strike the right balance betweed AAOET ¢ T OO0 AOOOIT i
AT A  OO0AE A E-teimidedsvbile KeebiAgan eye towardong-term competitiveness and

affordability. This is your opportunity to review and share your perspectives on our proposed

spending levels, and help set the stage for fiscal year 2018 and 2019 rate development.

About IPR/CIR

In this combined IPR/CIRprocess from June 16 through Augst12, WA8 1 I A @Al Ededn " 01! 6 O
capital forecasts and neaterm program spendinglevels for the next rate period. Topics will

include transmission, federal hydro, facilities, information technology, and fish and wildé.
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initiate an eight-week public comment period on our proposed spending levels. The current

schedule is enclosed. More information, including meeting details and presentation materials, will
be postedon’ 0! § O wdithérantedavailable.

If you have questions about the combined IPR/CIR process, call Mary Hawken at 5T8)-3421, or
contact your power, transmission, tribal or constituent accounexecutive.

I look forward to working with you as we continue to shape our future together.

Sincerely,

—

C;/\,\_/\MO\/\/\,\



https://www.bpa.gov/Finance/FinancialPublicProcesses/IPR/Pages/IPR-2016.aspx
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1. INTRODUCTION

The Integrated Program Review and Capitdhvestment Reviewoccur every two years, before each
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spending leves, draft asset strategies angroposed capital spending levelsBPA hasconsolidated
IPR and @R into a single proess, providing all relevantexpense and capital spending level
estimates in the same forumThe final spending levels willserve as a foundation for developing
Power and Transmission rates fothe next rate period,fiscal years 2018 and 2019.

For the past several rate cases, BPA hamde difficult decisions to raise rates in responst a
number of variables including escalating capital investment requirements and low natural gas prices
Understandably, wistomers andstakeholdershave expressedhe need forgreater rate certainty

IPR/CIR Commitments

M Show customers and constituents the
trade-offs made between program® the
funding requests on the margin.

9 All FTE requests will need to be justified.

1 We will use cost targets based on analysis
of both short-term and long-term rate
levels, financial health and
competitiveness.
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We will better integrate capital and
expense program fundingproposals,
emphasizing debt repayment and @M
impacts of capital investmentproposals.

and predictability, as well asvisibility into
" 0 ! I6n@term financial picture.

To that end, h FY 2015 BPA renewed its
approach to strategy development and
adopted multi-year Key Strategic Initiatives
These KSiIs are designed to help us achieve
long-term priorities, which BPA further refined
this year. This strategic framework clarifies

" 0! & Otermidilecfion and guides our
funding proposals.

Further, in 2015 BPA developeda wayto

project our financial health and rates through

2030, given a set of program cost investment

levels and market inputsthrough what we
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case serves as a baseline against which to test
alternate scenarios and financial policies and
strategies.This new analytic capability

informed our proposed capital spending levelsor fiscal years2018 and 2019

The reference case was a centerpiece of Focus 2028, a forum BPA launchéate 2015 for the
region to come to a shared understanding of our financial structure and the types of strategic
choices wemay facegiven the changing industry landscapeWith our longterm Regional Dialogue
power contracts expiring in 2028and rapid West-wide transmission and market changeg' 0! 6 O
objective isto remain the power and transmission service provider of choicehy assuring we
maintain financial strength and costcompetitiveness while continuing to meet our multiple
statutory responsibilities and delivering the public benefits that are so valuable to theegion.
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The themes of longterm cost
competitiveness and financial strength, Focus 2028: Next Steps
which were at the forefront of Focus
2028, informed our development of the
proposedIPR/CIR spending levels
outlined in this document.Organizations
considered the relationship between
capital investments and expenses as well
as revenues to optimize spending level
proposals.Power Services usea lifecycle
costminimization analysis for hydro
system assetgo demonstratethat a

$300 million capital program, compared
to the current $200million program, could
unlock significant long-term benefits,
such asincreased power production, with
minimal near-term rate impacts and slightly lower future rates.

Through Focus 2028, we gained valuable insights
into the issues and opportunities that are important
to our customers and stakeholders. The themes
of long-term financial health, cost management
and operational excellence guided our decision-

making for near-term spending levels. The actions
BPA is proposing to fund through FY 2019 reflect
the initial steps BPA is taking to build a path to
2028. BPA expects to share an updated strategic
plan later this year, outlining our long-term
strategy for sustaining
financial health.

We also constrained cost increasedy prioritiz ing funding for our Key Strategic Initiatives z the
work we believe will provide the greatest strategic impact and help position BPA to meet its long
term objectivesz and deferring or eliminating lower priority projects. Transmission prioritized
projects that could provide greater longterm savings to ratepayers icompletedin the nearterm.
Environment, Fish and Wildlife used aggressive cost management andpeoritization rather than
new funding to address emerging mitigation issues.

The proposed spending levelsalsoreflect a collaborative emphasis on operational excellencwith
our federal partners, including working with the Corps of Engineers and Bureau of Reclamation to
prioritize and contain operations and maintenance costdn addition, we ae scrutinizing staffing
levelswithin BPA, ensuring resources are dedicated to our highegiriority efforts.

BPA believes theeproposed spendinglevelswill i AAO T 00 AOOOT i AOOG-ternl A OOAE
needs while ensuring wecontinue to serve the Nathwest as a pillar of economicand

environmental vitality for generations to comeMore detailed information on spending levels and

programs can be found in the IPR/CIR Details document.



Strategic Direction and Priorities

BPA achieves its mission through a strategic framework that is anchored by a setagkency
priorities. These are ongoing, longerm outcomes BPA pursues across all dimensions of its
business.During Focus 2028, our customers and stakeholdesupported suchpriorities asregional

intereststhatx E1 1 OOD DT @efn healH additality." TS 8 O OOOAOFKECEA DOET OE/(

associated outcomesre as follows;

Our People.We provide a safe, positive and inclusive work environment that attracts and retains a
diverse, highly skilled workforcewith a deeply embedded commitment to delivering regional value and
customer service.

Physical Assets We execute sustainable and affordable investment strategies to maintain and modernize
clean and renewablepower and transmission system infrastructure.

Sustainable Finances & Rates We ensure longterm financial strength by balancing reliability, low rates,
cost-effective access to capital, responsible cost management and our other public purpose objectives.

Reliable, Efficient & Flexible Operations. We reliably operate the power and transmission assets and
other business operations through highly efficient and effective systems and processé# enhance our
flexibility and interoperability to adapt to changes in supply mk and market design.

The Natural Environment. We protect the environment, fish and wildlife with a focus on good science,
fiscal efficiency and orthe-ground results.

1.1 Key Strategic Priorities Key Strategic Initiatives
Initiatives

Our Key Strategicnitiatives
support and define how we
will achieve our priorities.

They are transformational, @

OUR
PEOPLE WORKFORCE

SAFETY & OCCUPATIONAL HEALTH

multi -year initiatives that are
updated annually and
implemented in aphased,

programmatic approach.

@ ASSET MANAGEMENT

LONG-TERM FINANCIAL & RATES

BPA has estimated the COMMERCIAL OPERATIONS
spendinglevels needed to
execute the work that is BUSINESS INFORMATION SYSTEMS

planned for the next rate
period. To the extent possible,
thesespendingestimates are
met through redeployment of
existing resources and

included as mrt of proposed "0!180 &9 BOOAOAREA )T EOCEAOEOAO
spending levels. What could term priorities.

@ FISH & WILDLIFE
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not be met throughredeployment wasadded
to the proposed spending levels.

We describe our K& by expressing the

end state BPA will achieve from the initiative.
BPA will further define the KSI endstates
listed below, as well as corresponding metrics
for them.

Our KSis are:

Safety and Occupational Health

"0180 AT CACAA AipiiUA
empowered to recognize job hazards and
address safety and occupational health issues.
Safety and occupational healtlare integrated
into all aspects of work with a goal of zero
injuries.

Workforce

BPA has a diverse workforce of the right size
and composition, with the right skills and
competencies, working in a positive work
environment to deliver on its public
responsibilities and strategic priorities.

Asset Management

Investments are created, sected and
executed through leading practicebased
portfolio and project management practices.

Long-Term Financial and Rates

KSIs alignhed for maximum efficiency

Focus 2028 highlighted the importance of
BPAGs ability to exec
transformations. As we started to develop our
FY 2017 KSls, we recognized a need to build
centralized, coordinated governance to
implement complex, interrelated initiatives.
BPA will strengthen its enterprise program
management function and establish routine,
repeatable practices for executing on
prioritized business transformation efforts
and Key Strategic Initiatives.

This new program management structure

will lead the implementation of four KSls:
Long-Term Financial and Rates, Asset
Management; Business Information Systems
and Commercial Operations. Together, these
efforts seek to overhaul the foundational
processes, capabilities and systems that
underpin BPAOGS corpor
functions.

The work will be coordinated, prioritized
and sequenced to maximize efficiencies and
ensure effective execution.

BPA delivers costbased power and transmission services priced to fully subscribe FCRPS power
among Northwest public preference customers, while balancing the goals of low rates, reliable
operations, sustainable and affordable investment strategies and Igrterm financial health, while
meeting its public purpose objectives and statutory obligations asfederal power marketer and

open-access transmission provider.

Commercial Operations

BPA is fully enabled with the core functionality required to successfiyl participate in the
management of a regionamodernized electrical grid.



Business Information Systems

" 0 ! hmughessinformation systems optimize the value and reliability ofagency decisions and
enhance the accountability, integrity, insights and value of supported activities for our stakeholders
and the region.

Fish and Wildlife

BPA meets its Endangered Species Act, Northwest Power Act, and tribal responsibilities using a
performance-based approach, includingetting and achieving performance metrics to fully address
its obligations through a combination of hydro, habitat, hatchery angdredator-management actions.



2. DIFFICULT CHOICES

Spending pool managerscrutinized program and staffing levels to keep costs low and minimize
rate impacts.The following examples represent theypes of trade-offs managers considered and
ultimately chose to include inproposed spending leels.

Power

1

Redudng O&M spending belav existing long range plans through collaboration with generation
partners (Corps of Engineers, Bureau of Reclamation and Energy Northwest)

Constraining staffing costs beloworiginally submitted requests

Holding the Energy Efficiency program tdts BP-16 level, in spite of increased program
demands and energy efficiency incentive expenses.

Fish and Wildlife

Using aggressive cost management and fgrioritization rather than new funding to address
emerging mitigation issues

Planning for asset managemat for BPA-funded hatcheries and tributary fish screens without
increasingbudgets from 2009 projections

Holding fish and wildlife budgets flat across 2018 and 2019

Transmission

T

Delaying and prioritiz ing needed investments in maintaining transmission infratructure,
including incurring maintenance backlog and deferring equipment replacements

Slowing progress of internal Transmission Strategic Portfolio initiatives
Reduang Transmission Load Servicgphase Il support
Delaying fiber inventory project

Not filling or assumng longer lag timesto fill mission critical vacancies and/or eliminaing
supplemental labor positions

Agency Services

Deferring Maintenance HeadquartersRenewal & Standardization pograms, Ross Complex
Replacement pojects, and Hazmat Abatement & Demolition

Re-prioritiz ing capital expenditures and extenthg the timeline for capital project completion to
15 years.

Limiting budgets despite potential impacts tdPersonnel and Information Securityand
Continuity of Operations




3.1 Expense

To set baseline spending levelsrganizations received giidancenot to exceedactual FY2015
spending levels. Organizations identiéd and prioritize d the work they expect to accomplish in FY
2017-2019, includingE i BT ATl AT OE T .Spendidd réqdests-irBexddss of the baseline were
subject to further scrutiny and justification in one of four main budget pool categoriesPower,
Transmission, Chief Administrative Officeand Corporate (in this document, CAO and @porate are
combined into Agency Services

Organizations determined full-time equivalent (FTE) employeelevels based oragencyneeds and
priorities. Existing FTE allocations served asitial guidance but organizations made strategic
choices aboutstaffing rather than automatically budgeing to historic FTE levels. This approach is
consistent with budgeting improvements identified in Focus 2028. Groups who proposed FTE
increases were asked to evaluate scailg back oreliminating other projects to offsetthe costs.
Managers and executivefaceddifficult trade -offs whendeciding how to incorporate KSI costand
were taskedwith developing plans to redeploy employees in some circumstanceshe CAO
reprogrammed resources across functionso fund the Safety KSwithout exceeding BR16 spending
levels for those organizations.

Pool maragersconsideredall requests for additional fundsto determine which increases to include
in the IPR proposed spendinglhe pool managers then raised those regststo an IPR executive
sponsor team and theadministrator to provide additional centralized oversight and controls over
proposed spending levelsThis methodensured additional funding above FY 2015 actual spending
went to the highest priority programs.

3.2 Capital

BPAhas been ramping upgapital investment toreplace and upgradean aging system, to integrate

new generating resources, to relieve system constraints, and meet fish and wildlife commitments.

The impact of capital spending on power anttansmission ratesand long-term cost structure are

key criteria in the prioritiz ation of capital investment.BPA also evaluates the total economic cost$

capital investmentswhichET AT OAA 110 T1T1U "0180 AT OO0 O AgbPAT A
also the costs that customers and others may bear should the assets fail to perform, including outages
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spending cap was set at $940 million per yeasver a10-year period. While that cap considered rate

impacts, it was primarily predicated on accesso-capital factors.In the 2014 CIR closeout letter,

BPAsaidit would revisit the capbefore the next CIRo placemore emphasis on rate impacts.

BPA hassince developed a new modeling capability and reference case, which informed the initial
capital spending levelsoutlined below. Using thefall 2015 reference case as a baseline, BPA
evaluatedvarious scenarioslooking atthe long-term outcomes of capitd spending levelsln some
casesBPA is proposingcapital levelsthat are higher than what was proposed in 2014, even



